The paper discusses global imbalances under the aspect of an asymmetric world monetary system. It identifies the US and euro area (Germany) as center countries with rising current account deficits (US) and surpluses (Germany) which are matched by respective current account surpluses of countries stabilizing their exchange rates against the dollar (dollar periphery) and rising current account deficits of the countries stabilizing their exchange rate against the euro (euro periphery). The paper finds that the changes of the world current account positions are driven by the macroeconomic policy decisions in the centers. In particular, expansionary monetary and fiscal policies in the US are argued to have triggered rising current account surpluses of the dollar periphery countries, as monetary and fiscal sterilization policies contribute to rising saving surpluses.
Introduction
Originating in a persistent current account imbalance between the United States and China, a controversial discussion about global imbalances has emerged. Explanations for the global imbalances as discussed in the academic literature range from a worldwide saving glut (Bernanke 2005 ) via mercantilist trade strategies of the East Asian countries (Dooley, Folkerts-Landau and Garber 2004) to a US saving deficiency (Chinn 2005) . The economic policy discussion has focused on the adjustment of exchange rates, in particular if the Chinese dollar peg should be loosened (Frankel 2006 , McKinnon and Schnabl 2006 , Cheung, Chinn and Fujii 2007 , Feldstein 2008 . Up to the present few papers such as Herrmann and Winkler (2008) have scrutinized the asymmetric nature of global imbalances with respect to asymmetric current account behavior and idiosyncratic macroeconomic policies in "center" and "periphery" economies.
In this paper center countries (US and euro area) are defined as large economies with strong international trade ties and large financial markets which provide an international currency to the world monetary system. The US dollar is the leading international currency as most international trade and capital flows outside of Europe are denominated in the US currency. During the last decade macroeconomic policies in the US have tended to be expansionary and the US has exhibited a rising current account deficit. Albeit less than the dollar the international role of euro has been increasing steadily in and beyond Europe (ECB 2008) . This has triggered an extensive discussion if and to what extend the euro can challenge the dollar as an international currency (Chinn and Frankel 2005) . Compared to the US, macroeconomic policies in the euro area have tended be restrictive.
The current account of Germany as the euro area's largest economy has shown increasing surpluses while other EMU members such as Italy and Spain have experienced increasing deficits. The aggregated current account of the euro area has been by and large balanced.
Mirroring the status of the US and the euro area as centers of the world monetary system the small open economies bordering the US and the euro area are dubbed periphery countries. We characterize periphery countries as (small) open economies with underdeveloped financial markets which tend to stabilize their exchange rates either against the dollar (such as most (Latin) American, East Asian and oil exporting countries) or against the euro (such as most non-euro European countries which maintain strong economic or institutional linkages with the European (Monetary) Union).
The current accounts of the euro and dollar peripheries have behaved asymmetrically as dollar periphery countries have tended to run current account surpluses, while euro area periphery countries have mostly run deficits. This is shown by Figure 1 which plots the smoothed shares of countries with current account surpluses in single periphery regions. Whereas the current account deficits of the euro periphery are in line with Lucas' (1990) assumption that capital should flow from rich to poor countries, in the dollar periphery the capital is flowing uphill from the periphery to the center. This implies an asymmetry matrix of world current accounts which is based on structural asymmetries in the use of international currencies as well as asymmetric macroeconomic policy behavior in center and periphery countries.
Asymmetries in the World Monetary System
While the recent discussion on global imbalances has focused on the role of exchange rate policies for positive or negative current account positions (Dooley, Folkerts-Landau and Garber 2004 , Cline 2005 , McKinnon 2007 , Fratzscher 2008 , the imbalances in the world monetary system can be characterized in different ways depending on structural criteria such as size, macroeconomic policy behavior or simply the sign of current account balances. Structural asymmetries arise from the very fact that worldwide international transactions tend to be -due to network externalities and economies of scale -denominated in a few international currencies. This can be argued to have implications for the macroeconomic policy behavior in anchor and periphery countries as well as for the respective current account positions as summarized by the current account asymmetry matrix in section 2.3.
Structural Asymmetries
The present prominent role of the dollar as international money originated in the US' post-war political and economic hegemony under the Bretton Woods System. It persists due to network externalities and economies of scale which determine the currency habitat in emerging markets with underdeveloped capital markets. Backed by the large size of US goods and financial markets -outside of Europe -throughout the Americas, Asia, the Middle East and the Commonwealth of Independent States (CIS) the dollar is the dominating international means of payment, unit of account and store of value.
Private international agents in the dollar periphery use the dollar as common international money to facilitate multilateral exchanges in goods, services and capital flows. Low transactions costs in the international use of the dollar not only extend to transactions involving the US, but also for transactions within the dollar periphery, for instance when Thailand trades with Malaysia, or capital is transferred from Argentina to Brazil. Even beyond the dollar bloc, most commodity trade of oil, copper, coal etc. is invoiced and settled in US dollars as international medium of exchange. Deep and liquid US-capital markets support the dollars' role as international store of value for revenues arising from goods, services and commodity trade. Given underdeveloped capital markets in the periphery countries, private agents denominate short-term international capital transactions as well as asset holdings outside of Europe in the US currency.
The network externalities originating in the ubiquitous private international use of the dollar are further enhanced by public agents who use the dollar as an anchor, intervention and reserve currency. Because many countries in the US periphery lack a history of macroeconomic stability, anchoring the exchange rate to the dollar is equivalent to (domestic) macroeconomic stabilization (McKinnon 1963) . By pegging to the dollar, emerging markets with large industrial sectors (like in East Asia) anchor their price levels to world markets to provide favourable conditions for manufacturing exports which are an important source of growth dynamics. Commodity exporting countries peg their currencies to the dollar to stabilize export revenues which are generated in dollars and are the main source of public and national income. In industrialized peripheries with a high degree of partition of labour such as East Asia, common dollar pegs prevent competitive depreciations and minimize transaction costs for intra-regional supply chains (McKinnon and Schnabl 2004) .
Beyond this goods market perspective, public agents in emerging markets peg to dollar because capital markets are underdeveloped and do not provide sufficient low cost tools to hedge foreign exchange risk. From a short-term perspective governments provide a hedge for foreign exchange risk of short-term payments flows by smoothing day-to-day and week-to-week exchange rate fluctuations. From a long-term perspective emerging market and developing debtor countries fear depreciations, because the value of dollar denominated international debt would grow in terms of domestic currency (McKinnon and Schnabl 2004) . Emerging market creditors, as they now prevail in East Asia and among the oil exporting countries, resist appreciation because surplus export earnings are recycled on dollar denominated financial markets and a fall of the dollar would erode the value of international assets in terms of domestic currencies (McKinnon and Schnabl 2009) .
Given the extensive use of the dollar as an international means of payments, unit of account and store of value for private and public agents outside of Europe the dollar's role as dominating international money is a natural monopoly which is difficult to displace. Even phases of strong dollar depreciation and financial turmoil in the US which have been accompanied by rising uncertainty and imported inflation in the countries pegging to the dollar, have not eroded the dollar's role as an international currency. The (long-term) benefits of economies of scale seem to outweigh the losses originating in the instability of the US currency.
Despite the dollar's dominant role as an international currency, the euro has established itself as (regional) international money in Europe and its neighbouring regions. Given the substantial size of the European goods and financial markets, the euro has steadily gained international importance since its introduction in 1999. Beyond the EMU, the euro is used as a vehicle currency for goods and payments transactions with the EMU members and among the European non-EMU countries.
An increasing number of countries with institutional linkages to the European (Monetary) Union such as Lithuania and Bulgaria have redirected their exchange rate strategies towards the euro.
(Tight) euro pegs are maintained by interventions in euro markets and foreign reserves are increasingly held in euro denominated assets.
Also beyond the European Union and the countries which are associated with the EU as candidate or potential candidate countries private and public agents have increased the use of the euro for their international transactions (ECB 2008) . The euro has gained a prominent role in the issuances of international debt securities, cross border loans and foreign exchange trading. It has served as an exchange rate anchor in the Russian currency basket with the share of the euro in Russian foreign exchange holdings increasing. While the role of the euro in East Asian and Middle Eastern foreign exchange holdings remains uncertain, a discussion has emerged whether the euro can challenge the dollar as an international currency Frankel 2005, Galati and Wooldridge 2006) .
Given the asymmetric use of national monies for international exchange as discussed above, a stylized pattern of the world monetary system is shown in Figure 2 . The US dollar remains the dominant world currency with a large number of countries pegging their currencies more or less tightly to the dollar. The most important regions which maintain common dollar pegs (and therefore informal dollar standards) are East Asia, the Middle East, (Latin) America and the Commonwealth of Independent States including Russia.
1 While East Asia's export structure is dominated by manufactured goods, the latter three regions are important primary goods and food exporters. The euro is the second (regional) international currency with a flexible rate against the dollar. In backyard of the euro area an increasing number of mostly emerging European countries are pegging their currencies to the euro. This implies flexible exchange rates between the euro periphery and the dollar periphery.
Macroeconomic Policy Asymmetries
The structural asymmetries of the world monetary system are reflected in different macroeconomic policy behavior of anchor and periphery countries, in particular with respect to the weight of the exchange rate in monetary policy reaction functions. Comparing the center countries, the US exhibits a different macro policy behavior than the euro area due to different institutional settings for macroeconomic decision making.
Center countries
The US and the euro area as large, comparatively closed economies with deep financial markets base their monetary policy decisions on domestic targets such as price stability, output and financial stability.
2 External targets such as exchange rate stability and export competitiveness are subordinated, with the exchange rate being left to float freely. Foreign exchange intervention takes place only on discretionary basis and is rare. The composition of the single country groups is listed in Table 1 . The African countries partly peg to the euro, and partly to the dollar. They are not included in the sample for parsimony reasons.
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As reflected by the Taylor rule.
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Japan which has adopted a flexible exchange rate regime in the early 1970s is treated here as a periphery country because the exchange rate plays a crucial role for monetary policy decision making (McKinnon and Ohno 1997) . As a result, Japan is the world's second largest holder of foreign (dollar) reserves.
sheet (upper left panel of Figure 3 ) and an increase of reserve money on the liability side. Foreign assets remain widely unchanged. The European Central Bank controls money supply via repurchase agreements for a predefined set of euro area bonds with high credit worthiness. As shown in the lower left panel of Figure 3 Figure 4 , the ECB main refinancing rate has been more stable compared to the US federal funds rate.
The national fiscal policies of the EMU member states are subject to restrictions as laid down in the Maastricht Treaty and the Stability and Growth Pact. Given that many EMU general government deficits are close or even above the Maastricht ceilings, the scope for active Keynesian fiscal stimulus is small. As shown in the lower left panel of Figure 4 the general government deficits of the euro area and of Germany as the largest EMU economy exhibited less fluctuations than in the US where governments have tended to take active anti-cyclical measures in times of (expected) recession.
Furthermore, there are different attitudes towards monetary and fiscal policy coordination. Given the Mundell-Fleming framework (Mundell 1962 , Fleming 1962 ) under flexible exchange rates as they prevail in US and the euro area, the effectiveness of an expansionary fiscal policy is limited due to interest rate increases and exchange rate appreciation. Fiscal expansion is more effective when it is accompanied by a contemporaneous monetary expansion which keeps domestic interest rates low and softens appreciation pressure. Such coordination of macroeconomic policies is sug- In the euro area, the scope for such coordination is small for three reasons. First, discretionary fiscal policies are restricted by the stability growth pact, in particular if government deficits and stocks of public debt are close or above the Maastricht ceilings. Second, the central bank is independent from the national government and indebted primarily to price stability. Third, while monetary policy is shifted to the supra-national level, the competence for fiscal policies remains on the national level.
A one-size monetary policy is not able to take idiosyncratic national fiscal policy stances into account. As shown in the lower right panel of Figure 4 , interest rates do not reflect changes in the aggregated government balance.
Periphery countries
The monetary and exchange rate policies of the periphery countries can be seen as complementary to the monetary policies of the center countries because external -instead of domestic -considerations play a dominant role for monetary policy making. While center countries smooth short-term interest rates to ensure financial market stability, periphery countries smooth the exchange rate. The fiscal policies in periphery countries can be seen as dependent or independent from the macroeconomic policies of the center countries (depending on the business cycle). First, with central banks being formally or informally dependent on governments, government expenditure may be financed via inflation tax. In particular in times of recession, central banks may accumulate government securities on the assets side of their balance sheets. The outcome is a liquidity surplus in domestic money markets, inflationary pressure and exchange rate depreciation as observed in many
Central and Eastern European economies during the 1990s.
In times of buoyant capital inflows and economic prosperity the need for government financing via the central bank will decline, as monetary expansion, credit and output growth contribute to fiscal consolidation. Then fiscal policy can be seen as being linked to monetary policies in the center countries, because low interest rates in large financial markets contribute to fiscal consolidation. As shown on the right hand side of general government debt matrix ( Figure 5 ) in the new millennium in particular the dollar periphery governments have experienced strongly improving government balances. In the euro periphery this trend was less pronounced with fiscal consolidation taking place only since 2003. In both cases fiscal consolidation can be seen as the outcome of low interest levels in the center countries rather than autonomous tax and expenditure policies in periphery countries.
Current Account Asymmetries, Twin Deficits and Twin Surpluses
Since the turn of the millennium, the asymmetries in the use of international currencies and macroeconomic policies have been accompanied by rising global imbalances as shown in the current account asymmetry matrix ( Figure 6 ). Along the upper horizontal axis the current account deficit of the US is matched by a current account surplus of the dollar periphery. Along the right vertical axis the current account surplus of the dollar periphery is matched by a current account deficit of the euro periphery.
The asymmetry along the lower horizontal axis and the left vertical axes are not visible if the euro area is considered as center because the current account of the euro area has been widely balanced.
This changes if Germany is regarded as center: since the turn of the millennium a rising current account surplus of Germany is matched by a rising US deficit (vertical axis). Along the lower horizontal axis, the rising German current account surplus is accompanied by a rising current account deficit of the euro periphery. The rest of Western Europe is equivalent to the EMU members other than Germany plus Denmark, Norway, Sweden, Switzerland and UK.
An additional intra-European asymmetry is revealed if Western Europe is decomposed into

Transmission Channels
While the asymmetric nature of world current accounts as shown by the current account asymmetry matrix ( Figure 6 ) can be attributed to the fact that the aggregated current account surpluses and deficits by definition add up to zero, two "conundrums" remain. Coordinated macroeconomic policy behavior of a set of periphery countries can be attributed to the fact that "core" periphery countries are imitated by other countries in the region. For instance, Cheung and Qian (2007) find with respect to reserve accumulation in East Asia a keeping-up-withthe-Joneses effect: as one East Asian country starts to hoard foreign reserves -for instance to build up a war chest against possible currency crisis -others follow to meet the benchmark set by the first mover. The whole process culminates into an irrational competitive hoarding behavior which has led to an unprecedented upward-trend in reserve accumulation.
While the keeping-up-with-Joneses effect provides a stimulating framework to explain the symmetric behavior of the East Asian countries with respect to reserve accumulation, it does not explain why other country groups with different structural characteristics than East Asia such as the (Latin)
American or Middle Eastern (Emerging European) countries increasingly tended to behave in the same (or a different way). This implies a reverse causality, i.e. that rising deficits of large centers produce rising surpluses in an increasing number of periphery countries. To explain how current account deficits (surpluses) in the center are transformed into surpluses (deficits) at the periphery, we identify two types of transmission channels. First, there is a possible transmission from the center's macroeconomic policies to the macroeconomic policies of the periphery, with the exchange rate policies being the main link. Second, there is transmission via relative prices in line with the elasticity approach to the current account. Of course, macroeconomic policies and price developments tend to interact.
Macroeconomic Policy Transmission
Monetary and fiscal policies matter because they affect current accounts in line with the absorption Second, in the case of soft peg arrangements, the periphery central bank may not respond directly to a change in the monetary stance of the center central bank. As interest rates in the center decline, the periphery central bank may in the first place keep the interest rate unchanged and allow for an appreciation of the domestic currency, for instance to hold down domestic inflation. Yet as long as an interest rate spread persists, capital inflows are reinforced by strengthening appreciation expectations. Foreign exchange intervention is likely to set in to smooth "excessive" appreciation. The stock of foreign reserves increases, the monetary base expands and interest rate converge.
Third, even under a flexible exchange rate regime without any foreign exchange intervention it is unlikely that periphery central banks will keep interest rates high. As rising capital inflows will cause appreciation pressure, exports will tend to decline. Even if monetary authorities remain absent from the foreign exchange market they may strive to soften the appreciation pressure by outright interest rate cuts. If domestic bond markets are underdeveloped and illiquid, these interest rate cuts are likely to take place via outright purchases of foreign government bonds which are more liquid and a more reliable store of value than domestic bonds.
The asymmetric monetary policy behavior of center and periphery countries is reflected by an asymmetric pattern of money creation as shown in Figure 7 . The sterilization measures tend to be only effective in the short-term, as every monetary tightening will push interest rates upwards and attract additional capital inflows. This puts the stage for restrictive fiscal policies. As the economy and tax revenues are growing, additional expenditure would contribute to higher inflation and possibly to overheating. Therefore, in cooperation with the central bank, the governments of emerging market economies may increase deposits at the central bank (Schnabl and Schobert 2008) . 8 The effectiveness of sterilization rises as monetary contraction is accompanied by lower government expenditure. 9 As shown in Figure 6 since the turn of the millennium in particular the dollar peripheries have experienced substantially improving fiscal positions relative to their centers as well as rising government deposits with the central bank (Figure 7 ). Alternatively additional government revenues can be stored in sovereign wealth funds.
With the current account balance corresponding to the sum of the private and public net savings and thereby current accounts, the relative monetary and fiscal policy positions influence the private and public saving decisions. First, if the fiscal policy is restrictive relative to the anchor country for instance due to rising government deposits with the central bank, the public saving balance will turn positive. In addition, the restrictive fiscal policy will have a restrictive effect on private investment, consumption and imports. The current account balance improves. As shown in Figure 8 which plots the cumulated fiscal and current account positions in terms of US dollars, the interdependence between current account and general government balances is most obvious for the Middle East, the CIS and (Latin) America. If, as in many oil exporting countries, export sectors are directly owned by the government, rising current account surpluses are directly transformed into rising government surpluses. Indirectly, government surpluses may increase due to rising tax revenues. The outcome is that a twin deficit in the center country is matched by twin surpluses in the periphery countries.
In East Asia where the private manufacturing sector can be seen as the main source of rising net exports the link between current account surpluses and government budgets is weaker (Figure 8 ), as the government revenues are only indirectly affected by buoyant growth via higher tax incomes.
Here rising current account surpluses reflect rising (lower) private saving (investment), which can be explained by the sterilization operations of the monetary authorities. Every tightening of money supply will lead to higher interest rate which results in more private saving and less investment. The saving-investment balance of the private sector will improve and the current account surplus will rise.
China The sterilization policies have contributed to increasing interest rates and lower investment and consumption. At the same time, the Chinese government has run increasing government surpluses which have been partially deposited with the central bank.
Market Transmission
The interdependence of the macroeconomic policies alone may not fully explain the transmission of current account imbalances from centers to peripheries. Given changes in relative monetary and fiscal positions of center and periphery countries, also relative price changes are likely to affect the relative aggregate saving and investment behavior. These can be either achieved via exchange rate changes as for instance between the US and the euro periphery. Alternatively, if exchange rates are fixed, relative prices matter. Given the asymmetric pattern of the world currency system with exchange rates being stabilized along the horizontal axes of the current account asymmetry matrix adjustment via exchange rates can mainly take place along the vertical axes. Along the horizontal axes, relative prices matter.
The notion that current account imbalances can be corrected via nominal exchange rate changes is based on the elasticity approach to international trade which is central in both Keynesian (Meade 1951 ) and monetarist models (Friedman 1953) . Given a price elastic import demand and constant export prices in foreign currency, appreciation inflates the international price of exports and deflates If exchange rates are kept stable between center and periphery an adjustment of current account imbalances can take place via relative price changes. Because since the 1980s global consumer price inflation has been moderate and consumer price inflation between center and periphery countries has converged, the impact of consumer prices on the terms of trade has been modest. Nevertheless, substantial relative price fluctuations of (highly volatile) raw material and food prices and (the more stable) industrial prices may have affected the current account positions of center and periphery countries.
In the current account asymmetry matrix as in Figure 6 the two centers and Emerging Europe can be characterized as countries which are dominated by industrial production. In the dollar periphery the export sectors of the Middle East, the CIS and (Latin) America are dominated by raw material and food production, while most East Asian countries predominantly export industrial goods. The relative price changes have been most pronounced between the raw material exporting countries and the industrial goods exporting countries. In particular since the turn of the millennium, raw material and food prices have increased substantially relative to industrial goods prices which explain the rising current account surpluses of the Middle East, the CIS and (Latin) America and rising deficits of the US and many European countries.
Econometric Estimations
As shown in sections 2 and 3 the asymmetry matrix in global current accounts can be seen as the outcome of a set of interdependent macroeconomic policy and price variables which affect the current account positions of single countries or country groups in one or the other direction. To test for the current account asymmetry matrix we perform econometric estimations in four steps. First, we test for the current account identities along the horizontal axes of the current account asymmetry matrix. Second, we investigate how the macroeconomic policies of the centers affect the macroeconomic policies at the peripheries (macroeconomic policy transmission). Third, we measure the impact of macroeconomic policies in the center countries on the current account positions of the peripheries. Forth, we test if and how relative prices, i.e. changes of exchange rates and prices affect the current account positions of centers and peripheries.
Data and Estimation Framework
The sample contains the US and Germany as "center" countries and 99 periphery countries. The periphery sub-samples contain the largest countries of six peripheries as identified in (Choi 2001 ) reveals that there is no concern about stationary in the data set.
We use a cross-country panel model that explains the macro variables (current account, interest rates, reserve accumulation) of the periphery by the macro variables of the centers as well as by transmission channels such as exchange rates and factor prices:
where w it is the vector of the dependent variables from 1981 to 2006. The explanatory variable v it consists of the respective explanatory variables and controls. The estimations are made for the world as a whole and the respective subsamples. Note that every country in the sample is treated in the same way, without being weighted by country size. As we treat the center countries on the left hand side of our equations due to their size and independence in macroeconomic policy making as exogenous as outlined in section 2, there is no concern about endogeneity which allows us to use a General Least Square (GLS) model.
Results
The estimations proceed in three steps. First, we trace the current account identity as shown in the current account asymmetry matrix. Second, we test the macroeconomic policy transmission from the center to peripheries. Third, we analyze the role of macroeconomic policies and prices as transmission channels to current accounts.
Current Account Identity
As a first step we test for the current account asymmetry matrix as shown in Figure 6 by defining the current accounts of the center countries as exogenous and the current accounts of the peripheries as endogenous. The first specification treats the US as sole center country and the other regions including Germany as peripheries. The results reflect -as shown in Table 3 -the asymmetric current account matrix: for the world as a whole as well as for most peripheries including Germany a rising US current account deficit is matched by a rising surplus at the peripheries at statistically highly significant levels. The only exception is Emerging Europe which behaves as suggested by Figure 6 symmetrically with respect to the US as represented by the positive sign.
Substituting the US by Germany as center country changes the results. Now the world and the dollar peripheries behave symmetrically with Germany at highly significant levels. Emerging Europe and Industrialized Europe exhibit an asymmetric current account behavior with respect to Germany but only the coefficient of Emerging Europe is statistically significant. Also the US is associated with an asymmetric current account behavior with respect to Germany.
The estimations with only one center country may be subject to bias as the other center -either Germany or US -is omitted from the sample. To cope with this omitted variable bias the current account identity is estimated with two centers simultaneously. The results reveal that the US current account behavior is the main driving force of world current account developments (except Emerging Europe). In addition they reflect a clear division of current account balance transmission within the two horizontal parts of the current account asymmetry matrix. First, the current account balance of the US is clearly linked asymmetrically with the current account balances of East Asia, Latin America, Middle East and the CIS at highly significant levels. The German current account has no significant impact on the current account position of the dollar peripheries. In contrast, the current account position of Emerging Europe behaves asymmetrically to the current account position of Germany. The current account positions of the industrialized European countries (excluding Germany) are influenced by both Germany and the US asymmetrically.
Policy Transmission
Macroeconomic policies were identified in section 3 as possible determinants of changes in relative current account positions. Policy transmission can be understood in three ways. First, there is an impact of center monetary policies on foreign exchange intervention and thereby monetary policies at the peripheries. Second, center monetary policies are expected to affect periphery monetary policies in the context of sterilization operations. Third, we would expect that fiscal and monetary policies in the centers have an impact on fiscal policies at the peripheries. Table 4 reports the estimation results for the impact of the center monetary policies on the peripheries reserve accumulation. We observe at (mostly) highly significant levels that lower interest rates in the US are linked to increasing reserves in both the dollar periphery and Emerging Europe. In contrast the impact on foreign reserves in Industrialized Europe is insignificant. The finding is similar for the euro area and Germany. Declining euro area (before 1999 German) interest rates contribute to rising reserves in both the dollar and euro peripheries at highly significant levels. The Industrialized European countries exhibit rising reserves in response to declining interest rates in Germany and euro area. Estimating the impact of US and German (euro area) interest rates simultaneously confirms the results: Interest rate cuts (increases) in the center countries clearly contribute to faster (slower) reserve accumulation in the periphery countries, representing the hunt for yield in emerging markets when interest rates in the large financial markets are low.
Given extensive reserve accumulation in the peripheries in response to interest cuts in the centers interest rate movements of centers and peripheries should be highly correlated as full sterilization of the monetary effects of foreign exchange intervention is not possible (Schnabl and Schobert 2008) .
However, the international transmission of interest rate changes might be imperfect because controls to international capital flows exist and / or interest rates are not determined by market forces in repressed financial markets. The estimation results are reported in 
Fiscal Policy
In a third step we test for the interaction of the fiscal policies in the US and Germany with fiscal policies at the peripheries. As argued above the relationship between fiscal policies between center and periphery countries is not straightforward. If a coordinated expansionary monetary and fiscal policy in the center triggers, via the exchange rate channel, an economic upswing in the periphery countries, the fiscal policy stances will tend to improve due to rising tax incomes. If the risk of inflation and overheating increases governments may take restrictive action by depositing government revenues with the central bank. Then a twin deficit in the center country (negative current account and rising public deficit) may be matched by twin surpluses.
The results concerning the interaction of fiscal policies show either negative or positive relationships (Table 6) . 11 For instance, a rising deficit in the US is linked to an improved fiscal position of the East Asian countries and Emerging Europe. In contrast, the fiscal positions of (Latin) America, the Middle East, Industrialized Europe and Germany move into the same direction as the US deficit at highly significant levels. For Germany an asymmetric behavior of general government balances is found for (Latin) America and a positive correlation for Emerging Europe, while all other regions remain insignificant. To this end, there is no clear evidence for a certain interdependence of fiscal policies between center and periphery countries.
Macroeconomic Policies and Current Accounts
Having analyzed the international transmission of macroeconomic policies from centers to peripheries, the impact of the macroeconomic policies in the centers on the current account positions of the peripheries is traced (Table 7) . For the US fiscal deficit there is a positive relationship with the current positions of the periphery world, although the coefficients of most regions are insignificant. In contrast, US interest rate decisions have a highly significant impact on the current account positions of East Asia, (Latin) America, the CIS, Industrialized Europe and Germany. As US interest rates decline (increase) the current account deficits at the periphery decrease (increase) or the surpluses increase (decrease).
For the euro area/Germany this effect is even stronger as a declining interest rate in Germany implies declining current account deficits or increasing current account surpluses in East Asia, (Latin) America, Middle East, CIS and Industrialized Europe at highly significant levels. The major exception is Emerging Europe where declining euro area/German interest rates are associated with rising current account deficits. The evidence in favor of a systematic impact of German fiscal policy on fiscal policies in the peripheries is weak with the major exception of Emerging Europe where a declining German deficit is associated with rising deficits in Emerging Europe.
To this end the results as reported in Table 7 confirm the strong impact of the macroeconomic policies in the center countries on the current account positions in the periphery countries with a particular strong evidence for monetary policies.
Market Transmission
Finally, the role of prices as transmission channels of the current account imbalances is analyzed.
According to the elasticity approach relative prices are a crucial determinant of international competitiveness affecting relative current account positions. We use oil, copper and metal prices as a proxy for the terms of trade of raw material exporting countries which prevail in (Latin) America, Middle East and CIS. Industrial prices are used as a proxy for the terms of trade of the industrial or industrializing countries (US, Germany, Industrialized Europe, East Asia, Emerging Europe).
The results are reported in Table 8 . Oil prices are associated as expected with rising current account surpluses in East Asia, (Latin) America, Middle East and CIS at highly significant levels. For emerging Europe and all industrialized countries no impact can be traced at the common significance levels, although for the US and Emerging Europe the sign of the coefficient is negative. Rising industrial prices are found to have a significant positive impact on the current account balances of East Asia, the Middle East and Germany. In contrast, for the net importers Emerging Europe and US the term is negative suggesting that rising industrial prices are accompanied by a worsening current account position.
To test for the impact of other raw material prices on current account positions of world regions, we substitute industrial prices by copper prices for (Latin) America as this region is important exporter of all kind of minerals. Similarly, industrial prices are substituted by metal prices for the CIS. Both proxies confirm the important role of copper, metal and mineral prices in general for the current account position of these regions.
The evidence for a significant impact of the euro/dollar exchange rate on world current accounts is mixed. Dollar depreciation (euro appreciation) leads to improved current accounts of the countries in the Middle East and the CIS. 12 Also for the US, in line with the elasticity approach to the current account dollar depreciation is associated with an improved current account position at a highly significant level. The euro appreciation (dollar depreciation) is clearly linked to worsening current account positions in Emerging Europe. Exchange rate stabilization as represented by percent changes of foreign reserves has a positive impact on the current account position of East Asia, Middle East, CIS, and Emerging Europe. For the other regions, the coefficients remain insignificant.
12
Here, dollar depreciation corresponds to a declining euro/dollar exchange rate.
Outlook: The Asymmetry Matrix and the Global Crisis
We have argued that the macroeconomic policy decisions in the center countries of the world monetary system have a considerable impact on the macroeconomic policies and fundamentals in the countries at the peripheries of the world monetary system. Since the early 1980s macroeconomic policies in the US tended to be more active than in the Europe. In times of rising fiscal expenditure, expansionary monetary policies allowed drawing on credit from a rising number of countries at the dollar periphery, in particular East Asian and raw material exporting countries.
The econometric estimations identified two main transmission channels from expansionary US macro policies to rising net goods and capital exports of dollar periphery countries. First, there is the interaction of foreign exchange intervention, monetary expansion and sterilization policies, also including fiscal coordination of sterilization policies via government deposits at the central banks and stabilization funds. Second, in the case of the raw material exporting countries, the impact of US interest rates on the dollar depreciation and raw material prices transmitted the global imbalances. Because in contrast to the US, euro area and German macroeconomic policies have tended to be restrictive, the euro area periphery could run a negative current account balance to finance the economic catch-up process.
During the year 2007, the world experienced, originating in the US subprime market, an unprecedented financial turmoil, which may or may not lead to an unraveling of the global imbalances as represented by the current account asymmetry matrix. The global current account imbalances will be smaller if international private investors become more unwilling to invest in the US after having realized substantial losses in their asset backed portfolios. In this context, for instance German capital exports to the US and to other regions as Emerging Europe may shrink and bilateral current account imbalances will decline.
In contrast, the impact on public international financial flows will be the opposite. 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 
